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SUBJECT: Enterprise Zone Designation Limts/Provides for Designation of Unspecified
Nunber
SUVVARY
Under the Government Code, this bill would increase the nunber of enterprise

zones that may be designated from 39 to an unspecified nunber.

EFFECTI VE DATE

This bill would beconme effective January 1, 2001.

PROGRAM HI STORY/ BACKGROUND

California has four types of econom c devel opnent areas that have simlar tax
i ncentives:

Ent erpri se Zones,

Local Agency Mlitary Base Recovery Areas (LAMBRA),
Targeted Tax Area (TTA), and

Manuf act uri ng Enhancement Areas (MEA)

The follow ng table shows the tax incentives available to each of the economc
devel opnment ar eas.

Types of Incentives EZ LAMBRA TTA MVEA
Sal es or Use Tax Credit X X X
Hring Credit X X X X
Enpl oyee Wage Credit X
Busi ness Expense Deducti on X X X
Net | nterest Deduction X
Net Operating Loss X X X
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SPECI FI C FI NDI NGS

Under the Government Code, existing state |law allows the governing body of a city
or county to apply for designation as an enterprise zone. Using specified
criteria, the Trade and Comrerce Agency (TCA) designates enterprise zones from
the applications received fromthe governing bodies. Enterprise zones are
designated for 15 years, except enterprise zones nmeeting certain criteria may be
extended to 20 years. TCA has designated each of the 39 enterprise zones

aut hori zed under existing law. Wen an enterprise zone expires, TCA is

aut hori zed to designate another in its place or to re-designate the expiring
zone, to maintain a maxi rumtotal of 39 enterprise zones.

In addition, the TCA has the authority to revoke a designation (de-designate) of
an enterprise zone. TCA may audit enterprise zone prograns and determ ne whet her
the results of an enterprise zone were superior, pass, or fail. Any business

| ocated in a de-designated zone that has elected to avail itself of any state tax
incentive for any taxable or inconme year prior to dedesignation may continue to

avail itself of those tax incentives for a period equal to the remaining life of
the enterprise zone, provided the business otherwise is still eligible for those
incentives. Once an enterprise zone is de-designated, TCA nay desi gnate anot her
enterprise zone in its place to maintain a maxi numtotal of 39 enterprise zones,
even though taxpayers in the de-designated zone may continue to use the tax

i ncentives that the taxpayers qualified for prior to de-designation

Under the Revenue and Taxati on Code, existing state |aw provi des special tax
i ncentives for taxpayers conducting business activities within an enterprise
zone. These incentives include a sales or use tax credit, hiring credit,
busi ness expense deduction, special net operating |loss treatnent, and net
interest deduction. |In addition, a wage credit may be clained by specified
enpl oyees of busi nesses operating within an enterprise zone.

This bill would increase the total nunber of enterprise zones that may be
desi gnated at any one tinme froma maxi numof 39 to an unspecified nunber.

| npl enent ati on Consi derations

I ncorporating the new zones as they are designated by TCA woul d not
significantly inpact the departnent.

FI SCAL | MPACT

Departnental Costs

This bill would not significantly inpact the departnent’s costs.

Tax Revenue Esti mate

Based on departnental data for tax year 1996, the total revenue |oss for the
existing 39 enterprise zones was $39 mllion (approximately $1 mllion on
aver age per zone).
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It is not possible to predict in advance the nunber and | ocation of
addi ti onal enterprise zones that may be designated in any given year, the
number of busi nesses that woul d purchase qualified property, the anmount of
wages paid to qualifying enpl oyees, and the state tax liabilities of

enpl oyers cl ai m ng such tax benefits.

BOARD POSI TI ON

Pendi ng.



